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COMMODITY PRODUCTION 


Thailand remains a predominately agricultural nation. 82 percent of the 
population lives in rural areas. Agriculture contributes over 26 percent 

of GNP. The economy prospered, therefore, as the agricultural sector 

began its recovery from the 1979/80 drought period. Production of most 
important crops, particularly rice, sugarcane and cassava, shot up as a 
result of abundant rainfall. The increased output has helped Thailand 
recover from the economic doldrums of 1979. The economy (GPD) expanded at a 
rate of 6.3 percent in 1980. Forecasts for 1981 put the rate of real 
economic growth at almost 7 percent. 


Thailand's big three agricultural earners have contributed heavily to 
the recovery. Paddy rice production for 1980/81 is estimated at 18.5 
million tons, a jump of 18 percent over 1979/80. Although rice exports 
for the first six months of the year approximately equalled last year's 
performance in quantitative terms, strong prices in the export market 
boosted baht earnings 27.9 percent. Sugarcane fared even better. 
Production hit 18.6 million tons, a whopping increase of 47 percent over 
last year when a substantial portion of the crop was destroyed by 
drought. Exports of sugar were also up sharply. During the first six 
months of the year, exports were 40 percent higher in quantitative terms 
than last year. But because of the favorable market, exports in value 
terms were up 98 percent and exceeded 4.6 billion baht. A good crop of 
cassava root was also harvested, 14.5 million tons or an increase of 

21 percent over last year. Prices for tapioca were off, however, so 
that export earnings did not increase markedly. As a result of the 
lower prices and efforts to substitute other crops for cassava, plantings 
will likely be reduced substantially for the 1981/82 crop year. 


Following the generally good 1980-81 output, the current agricultural 
season is expected to show further production gains for corn, sorghum, 
sugar cane, cotton, kenaf, soybeans, pulses, fruits and vegetables. 

Rice production should nearly equal last year's record level, while 
cassava and tobacco appear to be the only major crops that will be 

down from last year. Early rains and a good monsoon season accounted 
for much of increase, although expanded planting were encouraged by the 
generally attractive 1980 farm-gate prices. The market outlook for 
current harvest is less favorable, although the Government has increased 
the stabilization price for paddy rice by 7 percent, compared to the 
1980-81 crop, and is expected to try to maintain encouraging price levels 
for sugar cane, cotton and kenaf. However, final success of any 
stabilization efforts will be largely dependent on the trends in world 
market prices, which now appear to be on the decline. 


Other primary exports have not done so well. Rubber production, hard 

hit by a slowdown in world demand, particularly in the automotive industry, 
declined marginally. Falling prices early in the year reduced export 
earnings 10 percent below the same six month period iast year. Maize sales, 
already hurt by export quotas that slowed exports earlier in the year, 





also have suffered from falling prices. Export earnings have 
approximately equalled last year's. The fisheries industry has been 
hit by declining production and foreign sales, and by sharply rising 
fuel costs. As part of Thailand's efforts to adjust energy costs, 
the price of diesel oil was raised 13 percent in January. Thai 
fishermen have also suffered from Thailand's official recognition 

in February of a 200 mile economic zone. That decision, because Thai 
fishing boats will be barred from the economic zone of neighboring 
countries, will probably reduce the marine catch. 


The mining industry has also had to face sluggish international demand 
and rising energy prices. Approximately 40 small mines and 1,000 
small dredgers have ceased production since the beginning of the year. 
Export sales of tin are off 6.9 percent from the same period last 
year, but as a result of falling international prices, receipts were 
down 23.5 percent. The development of other mineral deposits is 

being encouraged by the Thai government creating market opportunities 
for U.S. firms in the areas of minerals exploitation and development. 


MANUFACTURES 


Manufactures have become an increasingly important component of the 
Thai GNP. 1980's growth rate of 6.3 percent was the lowest in several 
years. There has been some increase in activity in early 1981 but at 
a slower than hoped for rate. Manufactures have been struck by 
decreasing demand in foreign markets and slower than hoped for growth 
domestically. Higher interest rates and increasing energy costs have 
driven production expenses upward. Thailand's largest manufacturing 
industry, textiles, accounting for over 22 percent of manufactured 
output, has been hurt by increasing restrictions and stagnant demand. 
Exports of textiles in 1978 increased 50.5 percent, in 1979 by 

27.2 percent and in 1980 by 11.5 percent. During the second half 

of 1980, however, the growth rate declined to only 4 percent, and 
exports for the first six months of 1981 were only 8 percent higher 
than the same period last year in value terms. The beverages, bottling, 
iron and metal and automobile assembly industries have suffered a 
decline in production in the first half of 1981. 


Bright spots in the industrial picture are the food processing industry, 
which has substantially increased its activities as a result of the good 
harvest, and the cement industry, which is expected to increase its pro- 
duction by 40 percent from last year. A major impetus for the expansion 
of cement production was the removal of price controls on cement products 
in February. The increase in output combined with a slower rate of growth 
in the construction industry may yield a substantial surplus available for 
export in contrast with the shortages of recent years. Agrobusiness and 
the value-added food processing sectors should be prime targets for U.S. 
machinery exporters. 
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The combined effect of these factors has been to worsen Thailand's 
balance of trade deficit. For the first quarter, the balance of payments 
deficit stood at 3.6 billion baht. This figure is particularly significant 
in that Thailand's balance of trade for the first quarter is normally in 
surplus since it is the period following the harvest. Exports for the 

st quarter actually fell below the level of exports reached in the 
first quarter 1980. 


the first six months, exports totalled approximately $3.7 billion, 
increase of 8.7 percent above last year, while imports were up fully 
percent and topped $5.2 billion. The U.S. accounted for 12.9 percent 


these imports, $ 0.6 billion, up 5.6 percent from the previous year. 


ANCE OF PAYMENTS 
a record high trade deficit, Thailand ended up 1980 with a $260 
1 balance of payments surplus. Responsible factors were surpluses 
services and transfer accounts, and, most importantly, massive 
of capital. Total private foreign borrowing in 1980 exceeded 
lion, almost double the amount in 1979. A number of factors which 
ikely to repeat themselves in 1981 are responsible. 


in order to help alleviate the credit crunch of 1979, the government 
from October 1979 through September 1980 a 10 percent withholding 
nterest costs arising from foreign borrowing. The result was to 
ially reduce the cost to Thai financial institutions and corpora- 
foreign borrowing. The waiver had particular effect in 

1980 when Thai borrowers, unsure as to whether the Thai govern- 
vould extend the waiver, committed themselves heavily before the 
ation date. In fact, the waiver was extended through the end of 
for long term loans. In September 1981, the government expanded the 
»r to include short term loans also. 
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Second, interest rates in Thailand, largely regulated by the Bank of 
Thailand, fluctuate more slowly than those abroad. In the roller coaster 
financial markets of 1980, domestic Thai interest rates were often higher 
than foreign rates leading to a massive inflow of funds. 


Thirdly, a number of finance companies, particularly foreign owned, began 
to function as intermediaries for Thai corporations for borrowing abroad. 
These finance companies were able to make available sizeable amounts of 
funds at comparatively low rates to corporations which previously had had 
only limited or no access to foreign financial markets. 


The result was clear. Direct investment in Thailand shot up to over 

3.8 billion baht, an almost four-fold increase over 1979's 1 billion baht. 

[he largest investors were Hong Kong (Bl billion) Japan (B902 million) and 

the U.S. (B730 million). Recipient sectors were industry, trade, and 
struction with the heaviest investments coming in the electrical 
pliance industry, and in oil and gas exploration. 





The sharp and sustained rise in interest rates in the U.S. market in 
late 1980 and thus far in 1981 has reversed the situation, however. 
Private borrowing abroad has slowed sharply and amounted to only about 
3 billion baht during the first six months. In April and May, there 
was actually a net outflow of private capital of over 1 billion baht. 
Official borrowing is also down. As a result, the overall balance of 
payments figure has slipped sharply back into the red. According to 
Bank of Thailand estimates, the BOP deficit for the year may run 8-10 
billion baht. Estimates prior to the devaluation had placed the figure 
at B14 billion. 


INFLATION 


Last year's inflation rate, 20 percent, was among the highest in the 
monetary history of Thailand. There were three major factors behind 
the increase. First, Thailand's almost total dependence on imported 
oil as an energy source rendered it extremely vulnerable to OPEC oil 
price increases. It will be recalled that the benchmark price per 
barrel rose from $U.S. 24 in early 1980 to $30 by the end of the year. 
Early this year ,the price was raised again to $32 per barrel. As 

noted earlier, Thailand's expenditures for oil rose from 19 percent 

of imports in 1974 to an estimated 31.4 percent today. The change 
solely between 1979 and 1980 was from 22.3 percent to 31.1 percent. 
Secondly, the poor harvest of 1979/80 put pressure on food prices. 
Finally, record high budgetary deficits (FY 1980's deficit of 27 billion 
baht was more than double that of FY 1979) were incurred as the govern- 
ment attempted to shift more resources to the rural sector through 
guaranteed prices, to raise government salaries, and to cushion the 
impact of higher energy costs on the economy. 


During the first four months of 1981,the rate of inflation continued to 
run quite high and even accelerated. During the January-April period 
the year-on-year rate was close to 30 percent. Since April, the rate 
has slowed somewhat and in August was only 0.3 percent. Various 
estimates of the inflation rate for this year place the figure at 
between 14 and 18 percent, still uncomfortably high. The leading cul- 
prits in the spurt appear to be rising energy costs. After staving 

off increases in petroleum derived products in 1980, the government 

was forced to up them an average of 20 percent in January 1981. Price 
increases varied from 7 percent on some items, to 21 percent on gas, 

13 percent on diesel fuel and 25 percent on bunker fuel. The increase 
was felt most severely in the transportation sector where prices went 
up 22 percent between February and March. In January and April, the 
government raised electricity rates by approximately 16 and 20 percent 
respectively. In April, water rates were also adjusted sharply upward. 





FINANCIAL SECTOR 


As noted earlier, 1980 was characterized by a high degree of liquidity. 
There were two essential factors. First, the Bank of Thailand adjusted 
bank deposit interest rates up from 9 to 12 percent in early 1980 
allowing financial institutions to rapidly expand their deposit base. 
Bank deposits in 1980 grew by over 23 percent compared to 12 percent 

in 1979. At the same time,demand for domestic credit fell as local 
borrowers diversified away from reliance on domestic savings to a 
mixture of domestic and offshore borrowing. 


The relative liquidity of 1980 dried up in 1981 primarily as a result 

of the sustained rise in interest rates abroad which have hovered around 

20 percent. High rates were compounded by unprecedentedly high forward 
discount rates, at times approaching 10 percent, as speculative pressure 
against the baht rose. Other factors included the dismal trade balance 
picture which drained additional funds out of the system. Ironically, 

the record harvests, combined with government efforts to support agricultural 
prices, placed heavy demands on available funds. The high government 

deficit had to be financed resulting in a diversification of funds away 

from the private sector. While the growth of domestic savings deposits 
continued at a healthy rate, January to June at an annual rate of 22 

percent, it was outpaced by the demand for loans. By June, the credits/deposit 
ratio of commercial banks had risen from December 1980's 1.043 to 1.067. 
Credit availability was further strained by usury limits of 18 percent 
imposed by the Bank of Thailand. The money supply narrowly defined (M1) 
actually fell from 69 billion baht to 66 billion. The prime rate rose 

from 16.5 percent at the end of January to 18 percent in July. 


GOVERNMENT ACTIONS 


In an effort to relieve the economic situation, the government took a 
number of significant actions. Internationally most significant was the 
devaluation of the baht. As a result of the sharp rise of the dollar and 
Thailand's rapidly deteriorating current account position, the Bank of 
Thailand adjusted the baht downward by 1.083 percent in May and by another 
8.7 in July. It will be difficult to judge the long run effects at the 
devaluation for some time, but it may be expected to have a positive 
impact on Thailand's trade position. Some experts caution, however, that 
the positive effects of the devaluation could be offset if the increased 
demand for Thai exports combined with the higher baht cost of imports speeds 
up the domestic inflation rate. As of August, however, the devaluation 
had not had that effect. The cost of living index in August was up only 
0.3 percent. Much of the pressure on Thailand's dollar reserves was 
lessened as the outflow of dollars slowed. 
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The government took a number of other steps aimed at reducing the 
liquidity crisis. The Bank of Thailand adjusted discount rates upward 

for commercial bank borrowings to 13.5 percent for the first tier (up 

to 1 percent of total deposits) and to 17.5 percent for the second 

tier (also 1 percent of total deposits). Bank deposit rates were 

raised in July to 13 percent and 14 percent for one and two year deposits 
respectively. A special discount facility of 3 billion baht was opened 

to commercial banks for purchase of the second rice crop. An additional 
B5 billion credits are being made available to help move the current crop. 
Interest ceilings were raised in July to 19 percent for commercial banks 
and 21 percent for finance companies. Effective September 16, the 
government, in an effort to shore up confidence in the baht, moved toward 
a guaranteed exchange rate. Under the new program, new dollars brought 
into the country and sold to the Bank of Thailand's Emergency Equalization 
Fund, may be repurchased at the rate in effect on the date of sale provided 
the repurchase takes place within a specified period of time. The move 

is expected to bolster confidence and attract additional dollars into 
Thailand. 


In the face of rapidly rising public sector deficits, the government 

has taken some steps to limit spending. During the first half of the 
years ministries were ordered to reduce expenditures by 5 percent of the 
allocated budget for FY 81. A limit of 14 percent growth for expenditures 
for FY 82 was established in the budget cycle. A hiring freeze was 
imposed and strict review of all government construction activities was 
instituted. At the same time, in March, corporate tax rates were lowered 
by 5 percent for both listed and non-listed companies and the tax credit 
for dividends was raised from 25 to 35 percent. 


In an effort to improve tax collection, concurrently with lowering tax 
rates» the government instituted a system of bi-annual tax payments as 
opposed to the previous annual system. Corporation opposition to the 
measure has been widespread, however, since it was introduced during a 
period of high interest rates and tight money. Additional measures taken 
include an increase in the excise tax on alcohol and tobacco as well as 
the sharp rise in utility rates discussed earlier. 


The net effect of these measures has been only a slowdown in the rate of 
increase of the government's budgetary deficit. The FY 1980 deficit, 

20.4 billion baht, was 84 percent against that of the previous year. The 
deficit for the first three quarters of FY 1981 stood at 10 billion baht. 


In an effort to shape up its financial position while limiting the inflat- 
ionary impact,the government has turned to the sale of bonds. Interest 
rates on bonds were raised to 13.25 percent for loan bonds (five. year 

term) and 13.5 percent for investment bonds (10 year term) and compound 
bonds ( 5-year, 4-month term). Interest on government bonds is tax-free. 
Additionally, permission for commercial ‘banks to open additional branches 
will be tied to the purchase of government bonds. The government has 

tried to float its bonds in the Euro-dollar and Japanese money markets. 
Additional credits have been sought from the IMF. By the end of 1980, total 
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external public debt reached 4 billion baht. Total debt service 
both public and private, stood at approximately 15.5 percent 
earnings. 


ENERGY 


Natural gas is the bright spot in Thailand's future. At the 
August 1981, proved and probable reserves stood at over 13 bil 
feet, enough to supply all Thailand's projected requirements for 
than fifty years. The first pipeline from the gas fields was 
in September,and on September 12 the system was officially 
Initially, gas will be supplied to two power generating plant 
Electricity Generating Authority of Thailand. and limited 

other industrial plants in close proximity. By 1982. the 

rate should increase to 250 million cubic feet per day whi 
prices will save Thailand at least $500 million a year in 
exchange costs. By 1985, production is expected to exceed 
cubic feet per day. 


In addition to the immediate revenue savings, the development 
natural gas resources will encourage the development of other 
industries which use the gas either as fuel, feedstock or 
Development of a sponge iron industry, chemical fertilizers 
chemicals will be encouraged. However, billions of dollars 

in plant and infrastructure will be required before such industr 
be brought on stream. Sources for the massive financing | 
identified. Over the long run these projects should crez 
attractive market for U.S. exporters. 


LABOR SITUATION 


On January 27, the Interior Ministry lifted a ban on labor 
and factory shutdowns by management which had been in effec 
The relaxation has not led to a worsening of labor/manager 
as had been predicted by some. The number of reported labor 
strikes has not differed markedly from last year. The |; 
trated its determination to keep a firm hand on the labor 
resisting organized labor's demand that the final say on 
determination be vested in the Minimum Wage Commission rat! 
Interior Minister. 


Prevailing economic conditions, a slowdown in the economy 

of inflation, may exacerbate tensions. Workers can be pe 
for higher wages at the same time management is seeking to 
tinuing in-migration from the rural areas combined with increa 
and underemployment in the cities as a result of the econo 

act as a brake on the labor unions' freedom of action. 





IMPLICATIONS FOR U.S. BUSINESS 


Despite the lackluster international environment, Thailand remains a 

bright prospect for U.S. investment and exports, Thailand's rich natural 
resource base, and the availability of abundant and capable labor, continue 
to offer the prospect of relatively rapid economic progress even if at a 
somewhat slower rate than that of the 1960's and 70's. The Royal Thai 
government welcomes, even encourages, investment in the economy. Rapid 
growth in the exploitation of available natural resources offers a market 
for exports. 


Of particular interest to U.S. business will be developments in Thailand's 
energy sector. It has been estimated that perhaps as much as $10 billion 
in infrastructure investment will be required to enable Thailand to fully 
utilize its abundant gas resources. Prospects for consulting firms, 

design, engineering and feasibility studies should be particularly brigl:. 


Further downstream, promotion of gas related industries or industries 
using gas as an energy source - petrochemicals, fertilizers - offers sub- 
stantial opportunities not only for investment but for export sales of 
plant and equipment. 


The spin-off effects of investment in energy related sectors will also be 
considerable. As funds are poured into infrastructure or gas related 
projects, employment and income will expand demand for consumer goods and 


other related industries. The Thai government is actively seeking 
expanded investment in such areas as agro-processing, labor intensive 
industries, and industries with strong export potential. 


The Thai Fifth five-year plan envisions the investment of over $200 

million in upgrading and improving both the Bangkok International 

Airport and various provincial airports. In addition, construction of 

a second international airport at Nong Ngoo Hao is planned. Sales 

prospects for avionic and ground support equipment, particularly navigational 
equipment, are very bright. U.S. avionics and ground support equipment 
currently has about a 20 percent market share. Active promotion of U.S. 
equipment could easily expand this share. 


The level of sophistication of industry and commerce in Thailand leaves 
room for an impressive expansion of computers and business equipment. 
Recently, however, the U.S. has been losing market share to Japanese 
firms, a situation which could be overcome by aggressive marketing efforts. 


The Electricity Generating Authority of Thailand (EGAT) estimates ar 
increase in power generating capacity of 10 percent per year between now 
and 1990. Investments will be made in hydro power facilities, lignite 
fired power generating plants, as well as gas and oil facilities. 

U.S. firms, particularly suppliers of generators and generator sets of 
over 10 KVA, transformers and electric motors, should find a ready 
market for their products. 





The market for electronic equipment, instruments and components appears 
promising. Current RTG investment plans call for the creation of an 
electronic telephone switching system, microwave links for the long- 
distance telephone network, satellite earth stations for the communica- 
tions systems, and the creation of a nationwide TV broadcasting network. 
The best potential will be for electronic instrumentation, integrated 
circuits, capacitors, switches and testing equipment. 


The Royal Thai Air Force plans the construction of a modern 800-bed 
hospital. Invitations to bid will likely be issued by year-end. 

U.S. medical equipment is already well-known and accepted in Thailand. 
The new project as well as on-going sales to existing institutions 
suggest a market for surgical instruments and appliances, ultrasonic 
nebulizers, diagnostic and sonographic machines, orthopedic apparatus, 
optical instruments and appliances, electrocardiographic equipment, 
laboratory apparatus, and other sophisticated equipment. The $100 
million annual market is estimated to grow at 15 percent per year 
through 1985. 


Prospects for other areas are also good. Security equipment, low cost 
building materials, railway communications systems, and industrial 
pollution control devices are only some of the potential markets which 
suggest themselves to U.S. manufacturers. 














